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INTRODUCTION
These comments regarding the reporting and disclosure provisions
of the Employee Retirement Income Security Act of 1974 (the "Act")
are submitted by the American Institute of Certified Public
Accountants Task Force on Pension Plans ("AICPA Task Force"), a
joint task force established by the Accounting Standards Executive
Committee (AcSEC) and the Auditing Standards Executive Committee
(AudSEC) of the American Institute of Certified Public Accountants
(AICPA), which committees represent the senior technical committees
in accounting and auditing acting on behalf of the members of the
AICPA.
Our purpose is to give the Department of Labor the benefit

of the

AICPA's experience in matters related to accounting and auditing
by pointing out potential problems which it has identified as a
result of its review of the Act and Informal conferences with
representatives of the Department of Labor.

These comments refer

primarily to the reporting and disclosure requirement sections of
the Act and are not arranged in a manner intended to give greater
significance to one over the other.
The AICPA Task Force supports the purposes of the Act, but it is
concerned that the provisions for reporting and disclosing infor
mation to plan participants may not necessarily provide the
pertinent information, in a format capable of meeting the goals
of the Act.

The AICPA Task Force urges that the regulations

defining responsibilities under the various sections of the Act be
consistent with the requirements of statements on auditing
standards issued by AudSEC and the requirements of the Standards to
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be issued by the Financial Accounting Standards Board (FASB).
This paper has not addressed the requirements of the Act as they
may be affected by generally accepted accounting principles in
view of the fact that the FASB is in the process of defining
accounting standards for employee benefit plans.

Further, it has

not dealt with questions of fiduciary responsibility or matters
of independence for related party or party-in-interest transactions
since we understand that these topics fall within the scope of
the work of another AICPA task force.
In order that these comments would be received prior to publication
of the draft annual reporting form and for the sake of brevity,
many are in summary format which we anticipate may raise additional
question.

The AICPA Task Force on Pension Funds would welcome the

opportunity to amplify or clarify any matter discussed herein
either through additional submissions or meetings with representatives
of the Department of Labor.

The AICPA would also be pleased to make

the experience of its members and its technical staff available to
the Department of Labor.
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- 1 Comment 1 - Financial data prepared by bank or similar Institution,
This initial section of the AICPA Task Force position paper
regarding the "Employee Retirement Income Security Act of 1974 "
(the Act) discusses the effect of the application of Section
103(a)(3)(C) of the Act to the independent accountant whereby he
need not render his opinion as to any statements required by
Section 103(b)(3)(G) prepared by a bank or similar institution.
We recommend that the Department of Labor regulations recognize
and permit the accountant to take advantage of the alternatives
available within the framework of existing professional literature
between the denial of opinion and unqualified opinion.

The dis

cussion which follows explains how the independent accountant must
satisfy his responsibilities under Section 103(a)(3)(A) and not
cause a rejection of the filing as provided for under Section
104(a)(4)(B).
The independent accountant in fulfilling his professional
responsibility is bound by the rules of his profession as promul
gated by the American Institute of Certified Public Accountants
(AICPA).

Rule 202 of the Code of Professional Ethics of the AICPA

states:
A member shall not permit his name to be associated
with financial statements in such a manner as to imply
that he is acting as an independent public accountant
unless he has complied with the applicable generally
accepted auditing standards promulgated by the Institute.

- 2 Statements on Auditing Procedure1 issued by the
Institute’s committee on auditing procedures are,
for purposes of this rule, considered to be
interpretations of the generally accepted auditing
standards and departures from such statements must
be justified by those who do not follow them.
The independent accountant may be unable to comply with the
above sections of the Act if the amounts of assets maintained by
a bank or similar institution as trustee are material since these
sections of the Act may be interpreted to suggest that he would
not be permitted to follow generally accepted auditing standards.
A discussion of these standards follows.

A discussion of the

concept of materiality is included at the end of this comment.
Statement on Auditing Standards Number 1 (SAS No. 1 ), Codifi
cation of Auditing Standards and Procedures defines ten generally
accepted auditing standards.

Section 150 of SAS No. 1 defines

the second and third standards of field work as follows:
There is to be a proper study and evaluation of
the existing internal control as a basis for reliance
thereon and for the determination of the resultant
extent of the tests to which auditing procedures are
to be restricted.

Statements on Auditing Procedure, which were codified in
Statement on Auditing Standards No. 1 are now Issued as Statements
on Auditing Standards by the auditing standards executive committee,
the senior technical committee of the Institute designated to issue
pronouncements on auditing matters and the successor body to the
Institute’s committee on auditing procedure.

- 3 Sufficient competent evidential matter is to be
obtained through inspection, observation, inquiries,
and confirmations to afford a reasonable basis for an
opinion regarding the financial statements under
examination.
Section 330 of SAS No. 1 discusses the nature of evidential
matter.

In part, Section 330 states:
Evidential matter supporting the financial state

ments consists of the underlying accounting data and
all corroborating information available to the auditor.
The books of original entry, the general and sub
sidiary ledgers, related accounting manuals, and such
Informal and memorandum records as work sheets supporting
cost allocations, computations, and reconciliations all
constitute evidence in support of the financial statements.
By itself, accounting data cannot be considered sufficient
support for financial statements; on the other hand, with
out adequate attention to the propriety and accuracy of
the underlying accounting data, an opinion on financial
statements would not be warranted.

(emphasis added)

Section 330 of SAS No. 1 further discusses the competence and
sufficiency of evidential matter:
To be competent, evidence must be both valid and
relevant.

The validity of evidential matter is so

dependent on the circumstances under which it is

obtained that generalizations about the reliability
of various types of evidence are subject to important
exceptions.

If the possibility of important excep

tions is recognized, however, the following presump
tions, which are not mutually exclusive, about the
validity of evidential matter

in auditing have some

usefulness:
a)

When evidential matter can be obtained from

independent sources outside an enterprise, it provides
greater assurance of reliability for the purposes of
an independent audit than that secured solely within
the enterprise.
b)

When accounting data and financial statements

are developed under satisfactory conditions of Internal
control, there is more assurance as to their reliability
than when they are developed under unsatisfactory con
ditions of internal control.
c)

Direct personal knowledge of the independent

auditor obtained through physical examination, observation,
computation, and inspection is more persuasive than infor
mation obtained indirectly.
The independent auditor should be thorough in his
search for evidential matter and objective in its evalua
tion.

In selecting procedures to obtain competent

evidential matter, he should recognize the possibility
that the financial statements may not be presented fairly
in conformity with generally accepted accounting

- 5 principles.

In developing his opinion, the auditor

must give consideration to relevant evidential matter
regardless of whether it appears to support or to
contradict the representations made in the financial
statements.
It is clear from the above discussion that the independent
accountant may not be able to comply with Section 103(a)(3)(A)
of the Act if the financial statements included in the annual
report contain Information entirely or substantially the same
as the information reported under Section 103(b)(3)(G ) unless he
were able to apply generally accepted auditing standards and audit
procedures to satisfy himself as to the validity and propriety of
the Information.

Section 103(a)(3)(C) of the Act does not permit

the independent accountant to apply either the second standard of
field work regarding the evaluation of internal control or to
adequately apply the third standard of field work regarding
sufficient competent evidential matter.

Mere acceptance of the

accuracy of information received from the corporate trustee is
inappropriate to the independent accountant.

Indeed, this

evidence only provides the independent accountant with a third
party attestation as to the existence of assets.

It does not

provide the accountant with sufficient independent audit evidence
as to transactions during the period.
SAS No. 2 states the fourth standard of reporting as follows:
The report shall either contain an expression of
opinion regarding the financial statements, taken as

- 6 a whole, or an assertion to the effect that an opinion
cannot be expressed.

When an overall opinion cannot

be expressed, the reasons should be stated.

In all

cases wherein an auditor’s name is associated with finan
cial statements, the report should contain a clear-cut
indication of the character of the auditor's examina
tion, if any, and the degree of responsibility he is
taking.
Section 500 of SAS No. 1 states that the independent auditor’s
report should take the form of an unqualified opinion, a qualified
opinion,

an adverse opinion or a disclaimer of opinion.

Statement

on Auditing Standards No. 2, Reports on Audited Financial Statements
specifically prohibits the issuance of a piecemeal opinion for
periods ending on or after January 31, 1975.

SAS No. 2

states

that "Because piecemeal opinions tend to overshadow or contradict
a disclaimer of opinion or an adverse opinion, they are inappro
priate and should not be issued in any situation."
SAS No. 2 contains an extensive discussion of the limitation on
the scope of the independent accountant’s examination.

SAS No. 2

states:
The auditor can determine that he is able to express
an unqualified opinion only if his examination has been
conducted in accordance with generally accepted auditing
standards and if he therefore has been able to apply all
the procedures he considers necessary in the circumstances.
Restrictions on the scope of his examination, whether

- 7 Imposed by the client or by circumstances such as
the timing of his work, the inability to obtain
sufficient competent evidential matter, or an
inadequacy in the accounting records, may require
him to qualify his opinion or to disclaim an opinion.
In such instances, the reasons for the auditor's
qualification of opinion or disclaimer of opinion
should be described in his report.
The auditor's decision to qualify his opinion
or disclaim an opinion because of a scope limitation
depends on his assessment of the importance of the
omitted procedure(s) to his ability to form an
opinion on the financial statements examined.

This

assessment will be affected by the nature and mag
nitude of the potential effects of the matters in
question and by their significance to the financial
statements.

If the potential effects relate to many

financial statement items, this significance is likely
to be greater than if only a limited number of items
is involved.
If portions of financial statements are not substantiated, the
examination would not be in accordance with generally accepted
auditing standards.

This would result if the requirements of the

Act were interpreted to preclude the performance of any auditing
procedures, such as the examination of documents held by a cor
porate trustee.

Accordingly, the independent accountant's report

would be as follows:

- 8 We have examined the statement of assets and
liabilities of XYZ Pension Benefit Plan as of
December 31, 1975 and the related statement of
changes in net assets (available for plan benefits)
for the year then ended.

Except as explained in

the following papragraph, our examination was made
in accordance with generally accepted auditing
standards and accordingly included such tests of
the accounting records and such other auditing
procedures as we considered necessary in the cir
cumstances.
The requirements of the "Employee Retirement
Income Security Act of 1974 " and the related regula
tions of the Department of Labor do not require the
independent auditor to independently perform auditing
procedures on financial information provided by a
bank trustee.

Accordingly, we could not apply the

generally accepted auditing standards of field work
requiring a proper study and evaluation of internal
control and the obtaining of sufficient competent
evidential matter.
Because of the significance of the limitation
on the scope of our examination as discussed in the
preceding paragraph, we are unable to and do not
express an opinion on the accompanying financial
statements for the year ended December 31, 1975.

- 9 There are many variations in the organization of a pension
benefits plan.

It is recognized, for example, that Independent

accountants could not Individually audit each plan for which
a bank may be trustee in the conventional sense utilizing audit
procedures typical to an audit of a commercial enterprise.

The

cost would be prohibitive and an audit of, for example, invest
ments of the plan could not be conducted in the usual manner
since the bank may commingle without identification the invest
ments of many plans and these investments may physically be in
the possession of a third party.

If a bank however is audited

in the conventional manner by independent accountants, these
accountants should be able, as part of their examination, to
perform an audit of the bank’s trust department sufficient in
scope to be able to issue

to other Independent auditors a

report on internal control as
SAS No. 1.

outlined in Section 640 of

Section 640 provides that a report on the independent

accountant’s evaluation of internal control may be used by other
independent accountants.

This report together with specific

audit procedures considered necessary by the independent accountant
of the individual plan on which he is reporting would enable him to
obtain audit evidence sufficient to form a basis for him to
fulfill his responsibilities under the second and third standards
of field work.

In this case the Independent accountant would be

able to render an unqualified opinion as follows:
We have examined the statement of assets and
liabilities for XYZ Pension Benefit Plan as of
December 31, 1975 and the related statement of

- 10 changes in net assets (available for plan benefits)
for the year then ended.

Our examination was made

in accordance with generally accepted auditing
standards and accordingly included such tests of
the accounting records and such other auditing
procedures as we considered necessary in the circum
stances.
In our opinion the aforementioned financial
statements present fairly the financial position of
XYZ Pension Benefit Plan at December 31, 1975 and
the changes in net assets for the year then ended in
conformity with generally accepted accounting principles
applied on a basis consistent with that of the preceding
year.
As noted on page 1, we recommend that the Department of Labor
regulations recognize and permit the accountant to take advantage
of the alternatives available within the framework of existing
professional literature between the denial of opinion and un
qualified opinion.

One alternative would be to present financial

statements with three columns, column one presenting audited
information, column two presenting financial data supplied by a
trustee bank or similar institution and column three presenting a
compilation of columns one and two.

In this case the independent

accountant would opine as to the audited financial data, deny an
opinion as to the financial data supplied by the trustee bank or
similar institution as well as the combined data and issue a
"compilation only" report as to the combined data.
accountant’s report follows:

A sample

- 11 We have reviewed, as to compilation only, the
statement of assets and liabilities (column three)
of the XYZ Pension Benefit Plan as of December 31, 1975
and the related statements of changes in net assets
(column three) for the year then ended.

In our opinion,

based upon our examination and the unaudited financial
data, as described hereafter, the aforementioned finan
cial statements have been properly compiled on the basis
described in the comments accompanying the statements.
However, since we did not perform an examination in
accordance with generally accepted auditing standards, we
are unable to and do not express an opinion on the
aforementioned financial statements for the year ended
December 31, 1975.
We have examined the statement of assets and liabil
ities of the XYZ Pension Benefit Plan (column one) as of
December 31, 1975 and the related statements of changes
in net assets (available for plan benefits) (column one)
for the year then ended.

Our examination was made in

accordance with generally accepted auditing standards,
and accordingly included such tests of the accounting
records and such other auditing procedures as we considered
necessary in the circumstances.

In our opinion, the

aforementioned financial statements (column one) present
fairly the financial position of the XYZ Pension Benefit
Plan and the changes in net assets for the year then
ended in conformity with generally accepted accounting

- 12 principles applied on a basis consistent with that
of the preceding year.
As to financial information (column two) supplied
by the trustee bank which constitutes______% of the
related totals, we were furnished with unaudited infor
mation from the trustee bank on which we express no
opinion.
Materiality
In March 1975 the Financial Accounting Standards Board
issued an extensive "FASB Discussion Memorandum" entitled an
analysis of issues related to Criteria for Determining Materiality.
AICPA pronouncements on accounting have typically contained a
notation similar to:
The committee contemplates that its pronouncements
will have application only to items large enough to be
material and significant in the relative circumstances.
It considers that items of little or no consequence may
be dealt with as expediency may suggest.
This general concept of materiality -- that items which are
of little or no consequence may be dealt with expediently -- may
be found throughout authoritative accounting literature.

In

those situations where the financial data supplied by a trustee
bank or similar institution are not material to the total finan
cial statements, the Independent accountant may accept such data
and issue an unqualified opinion.

- 13 Comment 2 - Stating reliance on actuaries with respect to actuarial
Information Included In plan financial statements.
Act Section 103(a)(3)(B) stipulates that "In offering his
opinion under this section the accountant may rely on the cor
rectness of any actuarial matter certified to by an enrolled
actuary, if he so states his reliance."

(emphasis added.)

¥e consider the foregoing language to be unfortunate in that
the independent public accountant is specifically proscribed,
according to the auditing standards of his profession, from
referring in the opinion paragraph of his report to reliance on
the work of any nonaccounting specialist.
As indicated in a recent draft of a proposed statement on
auditing standards (SAS) which is presently being considered for
issuance by the Auditing Standards Executive Committee, the use of
the work of a nonaccounting specialist is permitted under generally
accepted auditing standards; however, to make reference to such
work "may imply a qualification or division of responsibility,
neither of which is intended.

Further, there may be an inference

that the auditor making such reference performed a more thorough
audit than an auditor not making such reference."
Current authoritative auditing literature also supports this
concept.

The AICPA Audit Guide, Audits of Stock Life Insurance

Companies states:
So that there may be no misunderstanding as to the
significance of the use of actuaries insofar as it relates

- 14 to the degree of responsibility being assumed by the
auditor expressing an opinion on overall financial
position and results of operation, it is considered
preferable not to refer to the utilization of actuarial
expertise in the scope paragraph.

Such disclosure of

the use of actuaries may be interpreted as an indication
that the auditor making such reference had performed a
more thorough audit than an auditor not making such
reference, thereby implying an additional degree of
assurance.
The proposed statement on auditing standards referred to
above also discusses the requirement for the independent auditor
to satisfy himself concerning the professional qualifications and
reputation of the actuary (nonaccounting specialist) and suggests
that he consider:
•

The professional certification license, or other
recognition of the competence of the specialist,
as appropriate, in his field.

•

The reputation and standing of the specialist in
the view of those familiar with his capability or
work.

•

The relationship, if any, of the specialist to
the client.

The independent auditor should also consider if the scope
and objective of the specialist’s work, as documented, is appropriate

- 15 in the circumstances.

He should consider if the specialist's

work corroborates the representations of the plan administrator
and if the determinations made by the specialist are reasonable
in the circumstances.

In this consideration the auditor should

make appropriate tests of any accounting data used by the
specialist.
Reliance, as used in the Act, seems to imply that the inde
pendent accountant should accept the results of the actuary’s
work at face value.

Generally accepted auditing standards require

the independent accountant to apply certain procedures before he
uses an actuary’s work.
In light of the foregoing, and because it seems to serve no
useful purpose, we would suggest that, by interpretation or
otherwise, the stipulation that the accountant must state his
reliance on actuaries if he has so relied be negated.
Comment 3 - Comparative financial statements.
Section 103(b) of the Act requires that the annual report to
be filed with the Department of Labor must Include audited state
ments of assets and liabilities at the end of each plan year begin
ning on or after January 1, 1975.

The report is due 210 days

after the close of the plan year, which for calendar year plans
is July 29 , 1976 .

The annual report must be presented in comparative

format, i.e., the current year’s statements must be presented along
with statements for the preceding year.
Assuming the plan has a calendar year-end, and in order to

- l6 satisfy the requirements of the Act, the pertinent question is:
In the initial year, must the comparative balances
for 1974 be audited, as well as the balances for

1975?
We believe that the regulations as finalized should state
that the Independent accountant’s opinion should cover only the
financial statements of the most current year, both in the initial
year of compliance with the Act and for all subsequent years.
The problem stems from the requirement of Sections 103(a)(3)(A)
and 103 (b)(3 )(A) that the independent accountant:
form an opinion as to whether the financial statements
and schedules required to be included in the annual
report by subsection (b) of this Section are presented
fairly in conformity with generally accepted accounting
principles applied on a basis consistent with that of
the preceding year...and that the statement of the assets
and liabilities of the plan aggregated by categories and
valued at their current value, and the same data dis
played in comparative form for the end of the previous
fiscal year of the plan;
To require that financial statements of both years be audited
would result in considerable audit costs to the plan which costs
would not correspond to the benefits derived, and create an undue
burden on the auditors who will be auditing two years.

Auditors

will be required to examine the two years (1975 and 1974) either
consecutively or simultaneously, and in addition, will have to

- 17 perform some auditing procedures on the 1973 year-end balances
in order to report on 1974 without qualification.

This examina

tion of 1973 balances is called for by Statement on Auditing
Standards (SAS) No. 1, Section

which states:

When the independent auditor has not examined
the financial statements of a company for the
preceding year, he should adopt procedures that are
practicable and reasonable in the circumstances to
assure himself that the accounting principles
employed are consistent between the current and the
preceding year.

Where adequate records have been

maintained by the client, it is usually practicable
and reasonable to extend auditing procedures suffi
ciently to give an opinion as to consistency.
An example of the auditor's report covering comparative finan
cial statements for two years follows:

(See SAS No. 2, par.4 9 )

(Opinion paragraph)
In our opinion, the financial statements referred
to above present fairly the financial position of X
Pension Fund at December 31, 1975 and 1974 and the
results of its operations and changes in financial
position for the years then ended, in conformity with
generally accepted accounting principles applied on a
consistent basis.
While in the first examination of 1975 the auditor would
still have to perform some auditing procedures on 1974 balances

- 18 (see SAS No. 1, Section 546.14, quoted above) these procedures
are not difficult to perform, assuming the plan has adequate
financial records.
An example of the auditor's report covering a report on
one year follows:

(see SAS No. 2 , par 7)
(Opinion paragraph)

In our opinion, the financial statements referred
to above present fairly the financial position of X
Pension Fund at December 31, 1975 and the results of
its operations and changes in financial position for
the year then ended, in conformity with generally
accepted accounting principles applied on a basis con
sistent with that of the preceding year.
When the prior year’s financial statements have not been
audited by anyone, SAS No. 1, par. 5l6.ll, says

they should be

clearly and conspicuously marked on each page as unaudited, or
the auditor should Insert in his report a disclaimer such as
the following:
We did not examine the financial statements for the
year 19__ and accordingly do not express an opinion on
them.
Act Sec. 103 (a)(3 )(A) states the requirement for "an opinion
as to whether the financial statements... are presented fairly in
conformity with generally accepted accounting principles applied
on a basis consistent with that of the preceding year."

- 19 The use of this phrase can only mean that the auditor is to
render an opinion on only one year.

SAS No. 1, Section 420.21

states:
When the independent auditor is expressing a n
opinion on the financial statements of a single
year, the phrase "on a basis consistent with that
of the preceding year" is appropriate.
Contrast this to "if the auditor’s report covers two or more
years, language similar to ’applied on a consistent basis’ should
be used."

Thus, if the law required the auditor’s opinion to

cover both years presented, the wording of Act Sec. 103(a)(3)(A)
should have been "applied on a consistent basis."

We suggest

this matter be dealt with specifically by regulation.
Comment 4 - Transactions with parties-in-interest
Section 103(b)(3)(D) of the Act requires that the accountant
is to render his opinion as to whether the information included in
a separate schedule of the annual report (such schedule to contain
a listing of each transaction involving a person known to be a
party in Interest) presents fairly, and in all material respects
the information contained therein.

The term party in interest

is defined broadly in Sections 3 (l4) and (15) of the Act.
In addition to the above, this schedule must contain:
"the identity of such party in interest and his rela
tionship or that of any party in interest to the plan,
a description of each asset to which the transaction
relates; the purchase or selling price in case of a

- 20 sale or purchase, the rental in case of a lease,
or the interest rate and maturity date in case of
a loan; expenses incurred in connection with the
transaction; the cost of the asset, the current
value of the asset, and the net gain (or loss) on
each transaction;"

(Emphasis supplied.)

We request that the Department consider the following recom
mendations in preparing regulations or instructions concerning
the financial reporting requirements of employee benefit plans with
regard to Sections 103(b)(1), 103(b)(2) and 103(b)(3)(D) of the
Act:
•

We recommend that the Department prepare a
definition or interpretation of the term persons
known to be parties in interest, within the con
text of Section 103(b).

•

In view of the fact that
(1)

Generally accepted accounting principles
require that financial statements include
adequate disclosure of all material matters.

(ii)

Sections 103(b)(1) and 103(b)(2) require
disclosure in the notes to financial
statements of "a description of agreements
and transactions with persons known to be
parties in interest."

(iii)

The separate schedule described in Section

-21-

103 (b)(3 )(D) is not required to be fur
nished to plan participants and benefi
ciaries.
•

¥e recommend that the separate schedule described
in Section 103(b)(3)(D) be designated as supple
mentary financial data and, in any event, that
the accountant not be required to extend his
opinion to include the information contained
therein.

•

We rec
ommend that, in general, the financial section
of the annual report be structured so as to dis
tinguish between the primary financial information
of the plan (statement of assets and liabilities,
statement of operations, notes to financial state
ments, and the accountant's report thereon) and the
supplementary financial data.

A recent exam ple

of this concept is found in "Small Business Invest
ment Companies - Accounting Guidelines" published
by the Small Business Administration in the Federal
Register of November 5, 1974.
Sections 430.01 and 430.02 of SAS No. 1 state as follows:
Informative disclosures in the financial state
ments are to be regarded as reasonably adequate unless
otherwise stated in the report.
The fairness of presentation of financial state
ments in conformity with generally accepted accounting

- 22 principles comprehends the adequacy of disclosures
involving material matters.
The Auditing Standards Executive Committee of the AICPA has
issued an exposure draft of a proposed Statement on Auditing
Standards entitled Related Party Transactions.

Paragraphs 9,

l6 and 17 of the exposure draft state as follows:
An examination made in accordance with generally
accepted auditing standards cannot he expected to
provide assurance that all related party transactions
will be discovered.

Nevertheless, during the course

of his examination, the auditor should be aware of
the possible existence of material related party trans
actions that could affect the financial statements
examined.
To satisfy himself as to the adequacy of disclosure
with respect to a specific related party transaction, the
auditor should determine that he has obtained sufficient
competent evidential matter to enable him to understand
the relationship of the parties, the substance of the
transaction, which may differ from its form, and the
effects of the transactions on the financial statements.
He should then evaluate all the Information available to
him with respect to the transaction and satisfy himself
on the basis of his professional judgment that the trans
action is adequately disclosed in the financial state
ments (see -Section 430.02 of Statement on Auditing Standards
No. 1.)

- 23 Disclosure in financial statements of a reporting
entity that has participated in related party trans
actions should include the following:
a.

The nature of the relationship(s).

b.

A description of the transactions
(summarized when appropriate) for the
period reported on, including such
information as is deemed necessary to
an understanding of the effects on the
financial statements.

c.

The dollar volume of transactions and
the effects of any change in the method
of establishing terms from that used in
the preceding period.

d.

Amounts due from or to related parties
and the terms and manner of settlement.

We believe the following information should be included by
the Department of Labor in the final regulations or instructions
concerning the financial reporting requirements of employee
benefit plans:
•

Recognition that the purpose for including infor
mative disclosures (such as disclosures regarding
transactions with parties in Interest) in financial
statements that are presented fairly in conformity
with generally accepted accounting principles com
prehends the concept of adequate disclosure of
material matters.

- 24 •

Recognition that an examination of financial state
ments made in accordance with generally accepted
auditing standards cannot provide assurance that
all transactions with parties in interest can or
will be discovered by the auditor.

•

Recognition that the auditor’s problem is com
pounded in situations where the information to be
reported is supplied (either completely or sub
stantially so) to the administrator by a bank
trustee or insurance carrier under Section 103(b)(3)(G).

•

Recognition that with regard to the overall situa
tion of financial statements and other Information
supplied by a bank trustee or insurance carrier, the
auditor is required to comply with generally accepted
auditing standards in order to permit his name to
be associated with such financial statements.

(A

full discussion of this matter is presented under
comment one Included in this document.)
•

Recognition that the separate schedule described in
Section 103(b)(3)(D) is not included among the
statements and schedules that must be furnished to
plan participants and beneficiaries under Section
104(b)(3) of the Act.

•

Recognition of the need and, in fact, the value of
structuring the financial section of the annual
report so as to distinguish between the primary
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mentary financial data.
Comment 5 - Information furnished to participants.
Section 104(b)(3) of the Act requires the plan administrator
to furnish each participant and beneficiary a copy of the state
ments and schedules for the fiscal year, described in subparagraphs
(A) and (B) of Section 103(b)(3) and such other material as is
necessary to fairly summarize the latest annual report.

Section

103(a)(3)(A) of the Act requires the independent qualified public
accountant to offer his opinion as to whether the summary material
required under Section 104(b)(3) presents fairly, and in all material
respects the information contained therein when considered in con
junction with the financial statements taken as a whole.
In order for an independent accountant to express an opinion
as required by the Act, disclosures involving material matters of
the nature described in Section 430.01 - .06 of SAS No. 1 must be
included with the financial statements.

These matters for the

most part are similar to those enumerated in Act Section 103(b)(1)
and (2).

If the phrase "and such other material as is necessary

to fairly summarize the latest annual report" may be interpreted
to include these disclosures of material matters, then the
independent accountant will be permitted the flexibility to include
in the summary financial Information those matters which in his
opinion are necessary for full and fair disclosure of the plan’s
financial data.
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Labor may wish to refer to Act Sections 103(b)(1) and (2) when
providing clarification of the intent and requirements of Act
Section 104(b)(3).
A second and related issue is the present requirement of Act
Section 104(b)(3) that the summary annual report Include the
statements described in subparagraphs (A) and (B) of Section

103 (b)(3 ).

While professional literature does not at this time

provide us with a description of the required primary financial
statements of an employee pension benefit plan, the AICPA Issued
in March 1973 an exposure draft guide for Audits of Pension
Funds which contains such a description.

The exposure draft sug

gests a statement of net assets available for plan benefits and
a statement of changes in net assets available for plan benefits.
The AICPA has already Issued a guide for Audits of Employee
Health and Welfare Benefit Funds which requires the following
financial statements:
1)

Balance sheet.

2 ) Statement of operations and fund balance.
3)

Statement of changes in financial position.

The independent accountant may be unable to express an opinion
as required by the Act if generally accepted accounting principles
require financial statements conflicting with those presently
required by Section 104(b)(3).
In order to avoid this problem the Department of Labor when
drafting regulations may wish to refer to the statements required
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included in the summary annual report.
There is a third aspect of Section 104 (b)(3) of the Act which
should be clarified.

It is not clear whether the phrase "such other

material as is necessary to fairly summarize the latest annual
report” means that actuarial Information submitted with the annual
report should be summarized and included in the summary annual
report to participants.

If the inclusion of this information in

the summary annual report is necessary to fairly summarize the
latest annual report Section 103(a)(3)(A) requires that it be
covered by the opinion of the independent qualified public accoun
tant.

Comment two of this report contains a discussion of the

issues and problems with respect to actuarial information included
in the financial statements and footnote disclosures of the plan.
In addition, the independent accountant may only express an
opinion on the fair presentation of financial data including
footnote data.

This expression would not include a judgment of

whether the summary annual report fairly summarizes and presents all
of the information contained in the Annual Report filed with the
Department of Labor,
The Department of Labor may wish to provide by way of regula
tion, specific clarification with respect to the responsibility
for actuarial data if it requires that such data is to be included
in the summary annual report.

Please refer to comment two of this

document for our recommendations in this regard.

In addition it

should be made clear in the regulations that the opinion of the
independent accountant relates only to the financial data and not
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has been fairly summarized.
Comment 6 - Unfunded and Insured Welfare Benefit Plans
Section 3(1) of the Act defines an employee welfare benefit
plan.

Welfare benefit plans may be voluntarily instituted by

management, negotiated in individual company labor agreements or
negotiated on a multi-employer industry-wide basis.

Most volun

tarily instituted welfare benefit plans are either paid as needed
from the general assets of the company or provided through insurance
contracts or policies.

Multi-employer welfare benefit plans

operate through a trust into which participating employers make
contributions and from which benefits are paid.

Individually

negotiated welfare benefit plans may or may not establish trust
funds.
Welfare benefit plans which generally utilize insurance as a
means of providing benefits include group life insurance and
medical, surgical or hospital care benefits.

The cost of insurance

may be paid completely by the employer, by payroll deduction from
the employee or by a combination of employer and employee payments.
In some cases, an Intervening trust may be utilized to receive
contributions and pay premiums to the insurance company.
Welfare benefit plans generally paid out of the general assets
of the company normally include vacation benefits, sick pay bene
fits and other benefits not constituting an insurable risk.

These

types of plans are generally trusteed and funded in multi-employer
situations.
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or not funded, places some measure of responsibility on the
employers, the trustee or the insurance carrier.

In a funded plan,

the employer’s responsibility is to fund the plan in accordance
with its terms while the trustees have a responsibility for
safeguarding the funds and paying benefits, etc.

In an insured

plan, the employer has the responsibility for accounting for
employee deductions, if any, and paying premiums to the insurance
company while the Insurance company has the responsibility for
paying benefits.

In other words, in an insured plan, the assets

from which benefits are to be paid are those of the insurance
company and any liability for the payment of benefits is also
that of the Insurance company, and in an unfunded uninsured plan,
the assets and liabilities are those of the employer.

In these

cases, there are no identifiable assets and liabilities of the
plan and no "financial statements" can be prepared or reported
upon by independent accountants.

This is not true with respect

to funded trusteed plans for which an annual report in accordance
with the Act can be prepared and the financial statements therein
certified.
Apparently in recognition of the above-described problem,
the Act provides for an exemption from all or part of the reporting
and disclosure requirements in Section 104 (a)(3).

On December 4, 1974,

the Department of Labor issued proposed regulations which would
exempt welfare plans that are "either unfunded or are funded
exclusively through insurance contracts, and which have, at all
times during a plan year, fewer than 100 participants" from filing
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ment and from providing a summary of an annual report to plan
participants and beneficiaries.

Summary plan descriptions would

still have to be provided and other reporting and disclosure
requirements would have to be met.
The requirement that a summary plan description be furnished
to participants and beneficiaries would appear to meet the dis
closure objectives of the Act given that unfunded or uninsured
plans do not have identifiable assets from which benefits are to
be provided.

There is an inconsistency, however, in the proposed

regulation in that the size (i.e., number of participants) has no
bearing on the ability of a "plan" to comply with financial
reporting requirements.

We therefore recommend that the proposed

regulation be amended to exempt all unfunded welfare benefit plans
that are "either unfunded or are funded exclusively through
insurance contracts..." from at least the requirement for filing
an annual report containing "financial statements."

Respectfully submitted,

G. R. Vogt, Chairman
AICPA Task Force on
Pension Funds

